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INITIAL COMMENT S
O F

TIME WARNER TELECOM
OF ARIZONA, LLC

Time Warner Telecom of Arizona, LLC submits the following initial comments

pursuant to the procedural order dated November 28, 2007. These comments briefly

identify broad principles that are relevant to the Commission's work in amending the

Arizona Universal Service Fund rules ("AUSF rules") and eliminating access charge

subsidies. As discussed in greater detail below, Time Warner Telecom recommends that

a workshop process be used to effectively frame and implement policies designed to

reduce access charges and create a narrowly targeted explicit subsidy for high cost loops.

1 . Process

a. Timing

The Commission should move quickly to implement revisions to the AUSF and

reform the access subsidy system. The access subsidies flowing to incumbent carriers are
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ha rmful to compe tition. Consumers  a re  gravita ting to wire le ss  provide rs  in record

numbers  to avoid paying access  subs idie s .1 This  marke t dis tortion limits  compe tition and

reduces  ava ilable  a lte rna tives  for consumers . Time  Wate r Te lecom recommends  tha t a

phased-in access  reduction begin this  ca lendar year, with a  para lle l process  for revis ing

the  AUSF rule s  to crea te  an e ffective  explicit subs idy which will replace  (where  needed)

subsidies reduced by access reform.

b. Works hop  Fo rma t

Time  Wate r Te lecom recommends  tha t a  workshop forma t be  used tha t would

begin soon afte r the  exchange  of comments . Inte rested parties  could a ttend the

workshops in person or choose  to be  represented by subject matter experts , consultants ,

in-house  industry experts , in-house  counse l or re ta ined counse l. In other words , pa rtie s

could choose  the  mos t cos t-e ffective  me thod for the ir pa rticipa tion. S ta ff would facilita te

these  meetings and se t the  agenda, but would propose  specific rule  amendments or

solutions  only a fte r the  initia l workshop discuss ion.

11. Guid ing  P rinc ipa ls

a. Elimina tion  o f Implic it S ubs id ie s

Section 254 of the  Te lecommunica tions  Act of 1996 ("Te lecom Act") provides

than a  decade  afte r passage  of the  Telecom Act, switched access ra tes  in Arizona  are  s till

price d fa r a bove  cos t a nd de live r to Qwe s t a  re ma rka ble  implicit subs idy. The se  implicit

subs idies  ha rm a ll compe tition insofa r a s  they motiva te  marke t pa rticipants  to re ly on

profit tha t is  not othe rwise  a s socia te d with a  productive  ma rke t a ctivity or product. In

1 See Trends in Telephone Service, FCC Report issued February 2007, § 15.3.
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new and innova tive  products . From a  compe titor provide r's  pe rspective , this  public

subsidy gives  the  incumbent carrie r an immedia te  and s izeable  advantage  in the  marke t.

The  Commission has heard repeatedly from competitors  (and AXEs) tha t access reform is

needed What was predicted in those  comments  filed in this  docket years  ago has come

to pass . Arizona  has  diminished compe tition, dis torted prices  for othe r

te lecommunica tions  se rvices , and suppressed demand for intraLATA toll.

Time  Wate r Te lecom recognizes  tha t access  reduction will require  a  phase -in

period, and recommends tha t the  phase-in period be  no longer than the  three  year

trans ition pe riod utilized by the  FCC in s imila r proceedings . See e.g. Access Charge

Re form, Seventh Report and Order and Further Notice  of Proposed Rulemaddng, 16

F.C.C.R. 9923, 9941 (2001). Cons is tent with this  approach, the  Commiss ion should

adopt an initia l access  ra te  and a  fina l access  ra te . The  initia l access  ra te  would be

implemented within 180 days  of the  decis ion in this  case . Therea fte r, access  would be

reduced one-year following adoption of the  order with a  second reduction a t the  two year

mark. Each reduction would tota l one  third of the  de lta  be tween the  initia l access  ra te

and the  fina l access  ra te . A fina l reduction (reaching the  fina l ra te ) would occur on the

three -yea r annive rsa ry of the  decis ion. This  trans ition pe riod would a llow access

recipients  time  to adjus t the ir bus iness  mode ls  and the  industry time  to implement

re vis ions  to the  ASUF.

b. Us e of Explic it Subs idies

Time Warner Telecom agrees tha t explicit subsidies  may be  necessary to

guarantee  basic te lephone  se rvice  to customers  in rura l, low density a reas . Any such

2 See e.g. Te s timony tile d in Docke t No. T-00000D-00-0672 by compe titive  loca l
exchange  carrie rs  on July 3, 2002, November 18, 2004, January 12, 2005.

3



subs idy should be : (1) compe titive ly neutra l, (2) na rrowly ta rge ted and (3) broadly

funde d. A compe titive ly ne utra l subs idy tre a ts  va rious  contributors  to the  fund e qua lly.

A11 providers  contribute  to the  fund and no s ingle  group of providers  contributes  a

disproportiona te  sha re . A compe titive ly ne utra l subs idy is  a lso porta ble . Time  Wa te r

Telecom recommends tha t the  AUSF rules  be  revised to a lloca te  support to a  carrie r on a

per line  basis  so tha t any AUSF support goes  with the  customer if the  customer switches

to anothe r provide r. Guarantying a  se t leve l of support to a  ca rrie r, rega rdless  of

cus tomer re tention, is  not compe titive ly neutra l.

Any explicit subs idy should a lso be  na rrowly ta rge ted. Specifica lly, this  means

tha t the  subs idy should provide  funding for bas ic te lecommunica tions  in low income

households  and should support high cos t loops  where  needed. Time  Warner Te lecom

would oppose  use  of a  subs idy for a  wide r a rray of communica tions  or information

se rvices . Fina lly, any explicit subs idy should be  broadly funded, meaning tha t it rece ives

contributions  from the  la rges t poss ible  pool of te lephone  se rvice  provide rs . As

mentioned above , the  explicit subsidy discussed here  could take  the  form of the  AUSF

with modifica tions .

c. Ma rke t Co n d itio n s

Explicit subs idie s , which include  the  AUSF, should only be  ava ilable  when the

needs of end-users cannot be  met by the  market.

d. No Constraints

Time Warner Te lecom recommends tha t the  Commission impose  no constra ints

on the  technica l means  a  ca rrie r might employ in providing bas ic loca l exchange

te lephone  se rvice . Advances  in the  coming decade  may md<e  wire less  connectivity the

most e fficient and cos t-e ffective  means  for reaching rura l Arizona  with bas ic te lephone
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se rvice . Ame ndme nts  to the  AUSF mie s  should a llow broa d la titude  in how high-cos t

rura l end-use rs  a re  se rved. This  la titude  may require  redefining the  "bas ic loca l exchange

te le phone  se rvice ." A.A.C. R14-2-1201 (6).

e. The CLC Charge (Common Carrier Line Charge)

If the  Common Carrie r Line  Cha rge  is  re ta ined in Arizona  a s  an explicit subs idy,

it should have  the  explicit subsidy characte ris tics  discussed above .

111. Commission Authority to Reduce Access Expeditiously

The Commission would not need to undertake  a  comprehensive  ra te  proceeding

before  reducing the  access  subsidies  rece ived by Qwest. Section 3 of the  Arizona

Cons titution gives  the  Commiss ion broad discre tion to "prescribe  ... jus t and reasonable

ra tes  and charges  to be  made  and collected, by public se rvice  corpora tions  within the

sta te  for se rvice  rendered there in." See  Arizona  Corp. Comm'n v. S ta te  ex re l. Woods,

171 Ariz. 286, 294, 830 P .2d 807, 815 (1992) (courts  de fe r to "the  Commiss ion's

de te rmina tion of wha t regula tion is  reasonably necessa ry for e ffective  ra te lnaking").

While  the  Commiss ion has  an a ffirma tive  cons titutiona l duty to de te rmine  fa ir

va lue  in connection with prescribing ra tes  and charges , the  Arizona  Supreme Court has

a lready he ld tha t the  presence  of a  competitive  marke t may impact the  manner in which

the Commission exercises that constitutional duty. See US West Communications, Inc. v.

Arizona Corp. Comm'n, 201 Ariz. 242, 246, 'H 19, 34 P.3d 351, 355 (2001) ("In such a

clima te , the re  is  no reason to rigidly link the  fa ir va lue  de te rmina tion to the  e s tablishment

o f ra te s .") In US West v. ACC, the  court examined whether competitive  loca l exchange

carrier ("CLEC") rates were necessarily subject to rate-of-return regulation and based its

conclus ion ("no") on the  pre sence  of a  compe titive  environment. So too, in a  truly

competitive  marke t, the  Commiss ion could shift re sources  away from a  contes ted ra te -of-
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re turn proceeding and instead facilita te  an abbrevia ted proceeding where in parties  reach a

s tipula ted agreement on the  fa ir va lue  of the  incumbent ca rrie r's  plant and s tipula te to a

ra te  of re turn. with those  "cons titutiona lly manda ted" s teps  re solved through s tipula tion

the  parties  could direct resources and energy to designing and implementing an access

reduction time table  and upda ted ASUF rule s . This  proceeding would be  ve ry s imila r to

the  mee tings  and negotia tions  which lead up to Commission approva l of Qwest's

Renewed Price  Regula tion P lan in 2006. (Commiss ion Decis ion No. 68604). The

incumbent ca rrie r would not make  a  full ra te  case  filing under A.A.C. R14-2-103, and the

Commiss ion's  eva lua tion of Universa l Service  support would be  made  aga ins t the

backdrop of the  exis ting compe titive  te lecommunica tions  environment

Time Warner Te lecom apprecia tes  the  opportunity to submit these  comments  and

looks  forward to pa rticipa ting in discuss ions  tha t will lead to an upda ted Unive rsa l

Se rvice  Fund plan for Arizona

Respectfully submitted this  7"1 day of January 2008

OS BORN MALE DO N P A

By
Jo
2978 North Centra l, S te . 2100
P hoe nix. Arizona  85012
(602)640-9356
jburke @omla w.com
Attorne ys  for Time  Wa rne r Te le com of
Arizona . LLC

Where  competitive  a lternatives have not yet developed, the  proceeding to adjust access
revenues would re flect the  fact tha t the  ra te  of re turn required by the  provider may be  the
centra l issue
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Origina l and fifte en (15) copie s  of
the  foregoing were  filed this  7th day of
January 2008 with:

Docke t Control
Arizona  Corpora tion Commiss ion
1200 West Washington Street
P hoe nix, Arizona  85007

Copy of the  foregoing hand-de live red this
7th day of January 2008 to:

Jane Rodder
Adminis tra tive  La w Judge
He a ring Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington
Phoenix, Arizona  85007

Maureen Scott, Esq.
Le ga l Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington
Phoenix, AZ 85007-2996

Mr. Ernes t Johnson, Director
Utilitie s  Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington
Phoenix, AZ 85007-2996
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Copies  of the  foregoing mailed
this  7"' day of January 2008 to

Scott Wakefie ld. Chie f Counse l
Res identia l Utility Consu.mer Office
1110 West Washington, Suite  220
P hoe nix. AZ 85007
swaLkefie1d@azruco.gov

Micha e l W. P a tte n
Roshka  De Wulf & Pa tte n. PLC
One  Arizona  Cente r
P hoe nix. AZ 85004
mpatten@rdp-1aw.co1n

Norm Curtright
Qwes t Corpora tion
20 East Thomas Road. 16'" Floor
P hoe nix. Arizona  85012

Je ffrey Crocke tt
Bra dle y S . Ca rroll
S ne ll & Wilme r. LLP
One  Arizona  Cente r
P hoe nix. Arizona  85004
Attorne ys  for ALECA
jcrocke t@s wla w.com
bca rroll@s wla w.com

Reed Peterson
Qwest Corpora tion
20 East Thomas Road
16"' Floor
Phoenix_ Arizona  85012 Charles  H. Carra the rs_ III

Genera l Counse l, South Centra l Region
Ve rizon. Inc
HQE03H52
600 Hidden Ridge
Irving, Te xa s  75015-2092
chuck.ca ;rra thers@verizon.com

Micha e l M. Gra nt
Ga llaghe r & Kennedy
2575 East Camelback Road
P hoe nix. AZ 85016
mmg@gkne t.com
Attorne ys  for AT&T

Dan Foley
Gregory Castle
AT&T Nevada
645 E. Plumb Lane. B132
PO Box 11010
Reno. NV 89520
dan.foley@att.com
gcl831 @att.com

Arizona  Dia ltone . Inc
Thomas W. Bade. President
717 w. Oa lda nd S t
Cha ndle r. Arizona  85226
Tornbade@arizonadia ltone .com

Joan S. Burke
Osborn Maledon. PA
2929 Nol'th Centra l Avenue . Suite  2100
P hoe nix. AZ 85012
jburke@o1n1aw.com
Attorneys  for Time  Warne r Te lecom

OrbitCom. Inc
Brad VanLeur. P res ident
1701 N. Louise  Ave
S ioux Fa lls . S D 57107
bvan1eur@svtv.com

Arizona  Payphone  Associa tion
c/o Gary Joseph
Sharene t Communica tions
4633 West Polk Stree t
P hoe nix. Arizona  85043
garyj@nationa1brands.com



Lyndall Cripps
Vice  Pres ident, Regula tory
Time Warner Te lecom
845 Camino Sur
Pa lm Springs , CA 92262
Lyndal1.Nipps@twte1ecom.com*

Arizona  Payphone  Associa tion
c/o Gary Joseph
Sharenet Communications
4633 West Polk Street
Phoe nix, Arizona  85043
gary @nationalbrands.co1n*

Dennis  D. Ahle rs
Associate  General Counsel
Esche lon Te lecom, Inc.
730 Second Avenue, Suite  900
Minne a polis , MN 55402
ddahlers@eschelon.com

Nathan Glazie r
Regiona l Manager
Allte l Communica tions , Inc.
4805 E. This tle  Landing Dr.
Phoe nix, Arizona  85044
Nathan.glazier@allte1.com*

Dennis  D. Ahle rs
Associate  General Counsel
Integra  Te lecom, Inc.
730 Second Avenue, Suite  900
Minne a polis , MN 55402
ddahlers@eschelon.com

Ma rk A. DiNunzio
Cox Arizona  Te le com, LLC
1550 West Deer Valley Road
MS  DV3-16, Bldg C
P hoe nix, AZ 85027
mark.dinunzio@cox.com*

Thomas Campbell
Micha e l He lle r
Le wis  a nd Rica  LLP
40 North Centra l
Phoe nix, Arizona  85004

mhal1am@1r1aw.com*
Attorne ys  for Ve rizon

Mr. Chris tophe r Ke e le y, Chie f Couns e l
Le ga l Divis ion
ARIZONA CORP ORATION co1v1m1s s 1on
1200 West Washington Street
Phoe nix, Arizona  85007

Mr. Ernes t Johnson, Director
Utilitie s  Divis ion
ARIZONA CORPORATION COMIVHSSION
1200 West Washington Street
Phoe nix, Arizona  85007

l3b,_.l~<By:
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